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TIME WEIGHTED RATE OF RETURN (TWROR

Only for CMA Students.

Question No. 17A
Fund A has the following market value at the end of some successive years.

Period (Years) Market Value (¥) Cash Flows (net) (%)

0 1,000 -

1 1,100 100
2 1,200 150
3 1,300 80
4 1,500 -

Calculate Money Weighted Rate of Returns & Time-weighted Rate of Return.
Ans: 18.6%; 15.14%
Question No. 17B

Shares of ABC Ltd. Pay a dividend of ¥ 2.00 at the end of March every year. An investor buys 2 shares of the stock
on January 1 at a price of ¥20.00, sells one of those shares for ¥22.00 a year later on January 1, and sells the second
share at the end of the 2nd year at ¥19.00 per share. Find the time and rupee weighted rates of return on the 2-year
investment.

Ans: 11.91%; 7.75%
™ TEST YOUR KNOWLEDGE
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Question No. 17.1
A mutual fund starts the year with ¥50 million. By mid-year it has appreciated to ¥60 million, at which point it
pays out cash amounting to ¥20. In the second half of the year, the fund appreciates by another 50%.
a) What is the annual TWROR?
b) What is the annual MWROR?

c) Suppose that the fund has a mid-year cash inflow of ¥ 20 million rather than an outflow. Would this increase
or reduce the TWROR?

Ans: 226%; 260%; 80%
Question No. 17.2
The following table gives details of the market of infra fund of a portfolios manager during the year along with the
value of cash flows into the fund.

Time (Years) Market Value of Infra Fund Cash Flows

1/4 93 +5
12 99 +2
3/4 105 357/
1 115 -

The value of the fund at the beginning was ¥ 90 crores.
You are required to calculate:
(a) Money weighted rate of return;  (b) Time weighted rate of return.

(c) Which of the above two methods should be used for assessment of the performance of a portfolio manager?
Justify.
[CMA-SM22]  Ans: 11.42%; 11.43%
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Solution:

Money Weighted Rate of Returns is actually internal rate of return. It is calculated as follows:

1000 (1 +i)*+ 100 (1 +i)*+ 150 (1 +1)*>+ 80 (1+1) = 1500

The Institute of Cost Accountants of India Xr

Strategic Financial Management

By using the iterative process and substituting different values for ‘i’, it is found that ‘i’ lies between 18% and 19%.

By using the technique of interpolation, it is found that the true value of ‘i’ is 18.60%. Hence, the MWROR for the
fund is 18.6%. MWROR is a satisfactory measure of the individual fund’s performance taken in isolation. But as a
test of fund manager’s investment skill, it is not meaningful as it is strongly influenced by the timing and magnitude
of the cash flows, which are often beyond the control of the fund manager.
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